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RECENT IMPORTANT DECISIONS 395 

Corporations — Suit by Stockholders — Refusal of Directors to Sue. — 
Bill in equity by a stockholder in the United Electric Co. against the United 
Gas Improvement Co. to compel it to account to its co-defendant, the United 
Electric Co., for alleged secret profits made in the promotion of the latter. 
Complainant first requested the directors to sue, but they refused on the 
ground that a suit was inadvisable. The United Electric Co. answers the 
bill by plea that as it deems the suit inexpedient, it should be permitted to 
prohibit its prosecution by a stockholder. Held, that the refusal of the direc- 
tors to sue constitutes a breach of trust, which is intensified by the answer 
that the company deems suit inexpedient. Groel v. United Electric Co. of 
New Jersey et al. (1905), — N. J. — , 61 Atl. Rep. 1061. 

The management of the corporate affairs is vested in the directors and not 
in the stockholders, and all suits to protect the rights of the corporation must 
therefore be brought by the former. The directors have a discretion in deter- 
mining whether it is expedient to institute actions involving corporate inter- 
ests, which power cannot be usurped by the shareholders, so long as the 
directors act in good faith. Howes v. Oakland, 104 U. S. 450, 26 L. Ed. 827, 
2 Wilgus Corp. Cas. 1716; Hearst et al. v. Putnam Mining Co., 28 Utah 184, 
77 Pac. 753. But this authority extends only to cases where they act honestly, 
and if the refusal of the directors to sue is due to a breach of their official 
duty, amounting to a breach of trust, rather than to a mere error of judgment, 
in such case any stockholder may file his bill in equity for relief, after making 
demand on the' company to sue, or on proving facts showing that such 
request would be unavailing. Dodge v. Woolsey, 18 How. 331, 15 L. Ed. 401 ; 
Dunphy v. Traveller Nezvspaper Ass'n et al., 146 Mass. 495, 16 N. E. 426; 
Gamble v. Q. C. W. Co. et al, 123 N. Y. 91, 99, 25 N. E. 201, 9 L. R. A. 527. 
It is often difficult to determine between a mere error of judgment and an 
abuse of discretion; it has, however, been held that it is not necessary that 
the refusal be charged to be corrupt, or from motives of self interest, but 
that "when all disinterested and fair men, on the facts upon which the direc- 
tors' act is challenged, would reach the conclusion that the decision not to 
sue was improper and greatly prejudicial to corporate interests, and it appears 
that the directors have been negligent, or have not deliberated or passed 
judgment on the merits of the question and refused to sue for some extrane- 
ous reason, or upon a mistaken view of the law, the court cannot refuse to 
intervene, although the directors may have been honest and disinterested." 
Kessler & Co. v. Ensley Co., 129 Fed. Rep. 397, 408. 

Corporations — Suit in Stockholders' Names — Device to Confer Juris- 
diction on Federal Courts. — A corporation being a citizen of West Virginia, 
brought suit in the state court to restrain defendants, who are citizens of 
the same state and members of the United Mine Workers of America, from 
interfering with the work of their employers and inducing them to strike. 
Pending this proceeding and with full knowledge of it, certain non-resident 
stockholders demanded that the officers of the corporation bring suit in the 
Federal court. Upon the officers' refusal they themselves file this bill, join- 
ing the corporation as defendants, and pray for relief. Held, that such acts 



